This paper assesses the effect of political institutions on stock market performance in 14 African countries for which stock market data is available for the period 1990-2010. The estimation technique used is a Two-Stage-Least Squares Instrumental Variable methodology. Political regime channels of democracy, polity and autocracy are instrumented with legal-origins, religious-legacies, income-levels and press-freedom qualities to account for stock market performance dynamics of capitalization, value traded, turnover and number of listed companies.
Introduction
The evolution of politics in Africa, vis-à-vis the investment climate and financial market development can be discussed in two main stages, notably: (i) before the fall of the Berlin wall that marked the advent of multiparty politics and (ii) the post-1989 era that is characterized by multiparty politics and the growth of stock markets. According to Yartey and Adjasi (2007) , there has been substantial progress in stock markets in Africa since the 1990s. Before 1989, there were only eight stock markets in the continent: three in North Africa and five in sub-Saharan Africa. Today there are 29 stock markets representing thirty-eight countries. With the exception of South Africa, between 1992 and 2002, stock market capitalization doubled in most countries: increasing to US$244.672 million from US$113.423 million . Unfortunately, these developments have not moved hand-in-glove with maturity in stock markets. This is essentially because in many of the stock markets, trading still occurs in a very limited number of stocks which make-up a substantial part of the total market capitalization. Moreover, vital issues in disclosure, information-sharing and supervision that are related to the overall institutional quality are affecting the development of these stock markets. Such institutional concerns are closely related to the quality of government.
The emergence of London as a major financial center in the world can be explained by her tradition of fairness in the settlement of judicial matters (Asongu, 2012a) . According to the narrative, the experience of Russia has shown that foreign investors are more likely to invest in environments that are characterized by limited expropriation risk and sound political institutions.
The growing depth and width of financial markets in developing countries (IMF, 2008; Mosley, 2008) has unfortunately been accompanied by deteriorating levels of political governance in recent decades (Asongu & Nwachukwu, 2016a) . While the bulk of political science literature has focused on mechanisms by which globalization in finance and trade influence government policy choices and economic outcomes (Friedman, 1999; Obstfeld & Taylor, 2004) , as far as we have reviewed, little is currently known about how political regimes affect the health of financial markets. We fill this gap by assessing the effect of political regimes on stock market performance in Africa.
Consistent with Asongu (2012a) , the intuition behind the inquiry is that the process enhancing the value of stock markets is contingent on policies which are the result of institutional processes. Hence, it is relevant to examine how political regimes influence stock market performance on the continent for at least a two reasons. First, the African business literature has substantially documented the need for other forms of investment because privatization and liberalization projects have failed to deliver the much needed foreign direct investment (FDI) (Rolfe & Woodward, 2004; Asongu, 2013) . Second, there is a growing stream of African stock market literature showing that the stock markets of the continent substantially depend on the quality of institutions (Asongu, 2012a) .
With the above facts in mind, the political climate in Africa over the past decades has been characterized by political strife, violence and a plethora of governance issues, notably: the In the light of the above, the present inquiry assesses how political regimes of democracy and autocracy affect stock market performance in the African countries for which a stock market exists. The study's contribution to current literature is at least fivefold. First, due to lack of relevant data, the relationship between stock market performance and political regimes has received little scholarly attention. Accordingly, stock markets on the continent for the most part are in their infancy. Second, the growing depth of financial markets on the continent represents an interesting opportunity to assess the role of political regimes in their evolution. Third, we have highlighted above that the continent is in dire need of alternative forms of investment.
Moreover, recent African business literature is consistent with the position that institutional arrangements have contributed substantially to affecting the state of capital flows across the continent (Bartel et al., 2009; Tuomi, 2011; Darley, 2012) . Therefore, it is relevant to assess the influence of political regimes on stock market development or long-run finance. Fourth, current trends in stock market on the continent reveal that, countries in the French-speaking community have comparatively less healthy stock markets. Given that Africa's former French colonies have registered more coup d'états than the rest combined since independence (Klah, 2010) , findings from the study could provide some insights into why these set of countries are lagging behind their English counterparts. Fifth, despite the wealth of studies in the literature on finance and institutions, there has been limited focus on Africa. Alagidede (2008) has argued that the underlying neglect is partly traceable to the institutional environment of Africa. The theoretical underpinning motivating this line of inquiry is the law and finance theory from Beck et al. (2003) .
The rest of the study is organized as follows. Section 2 discusses the data and methodology. The empirical analysis and discussion of results are discussed in Section 3. Section 4 concludes.
Intuition and theoretical background
The intuition for assessing the relationship between political regimes and stock market development builds on the fact that political institutions are very likely to influence arrangements that regulate stock markets. Within this framework, legal and supervisory bodies that provide order and cohesion in financial markets are shaped by political institutions. The intuition here is broadly consistent with the literature supporting the relationship between political connections and market value (Fisman, 2001; Faccio, 2002; Francis et al., 2009 ). Hence, it is logical to think that democratic versus autocratic institutions have important and considerable implications on these relationships and dealings between firms and their sources of capital.
According to the World Bank (2010): (i) 'institutionalized democracy' is the presence of procedures and institutions via which citizens can express their preferences about alternative leaders and policies, that guarantee civil liberties for all citizens and (ii) 'institutionalized autocracy' is the absence of institutions and procedures through which citizens can express their preferences about them. In the latter case, there is an absence of guarantee for civil liberties for all citizens.
In the light of the above, political regimes and financial development are directly linked to political actions which affect financial development. For instance, Keefer (2007) has shown that government actions influence financial development through channels of inter alia: secured property, financial regulation and contracts rights. Hence, such public commodities are sensitive to political incentives. Political economy theories are consistent with the view that where a small elite control political decisions, financial development can be constrained by the lack of competition. This theoretical underpinning has been confirmed by Girma and Shortland (2008) .
Given that autocratic regimes are more characterized by a narrow elite that influences political decisions, we expect democratic regimes to more positively influence stock market development.
A democratic environment is more likely to increase shareholders' return by reducing both agency and transaction costs. Moreover, within the framework of financial markets, compared to autocratic institutions, democratic institutions are more likely to enforce the control of corruption which is a source of insider-trading in financial markets. It is interesting to note that insidertrading has been documented to reduce stock market development (Bhattacharya & Daouk, 1999) .
Under the assumption that autocratic regimes are less politically-stable, political regimes indirectly affect stock market activity through political uncertainty. In essence, political instability negatively affects stock market development because it limits economic growth. This perspective has been confirmed using broad (Alesina et al., 1996) and African-specific (Fosu, 2002) samples. The indirect effect builds on the theory of investment uncertainty which has been confirmed by Bittlingmayer (1998) within Germany, notably that political uncertainty can simultaneously reduce output and increase volatility.
Data and Methodology

Data
We examine a panel of 14 African countries with data from African Development Indicators (ADI) of the World Bank (WB) for the period 1990 to 2010 (World Bank, 2010) . The sample is restricted to 14 countries due to data availability constraints. Consistent with recent African stock market literature (Asongu, 2012 (Asongu, , 2013 , the dependent variables are: stock market capitalization, stock market value traded, stock market turnover and number of listed companies.
Political institutions variables include: democracy, polity and autocracy. Instrumental variables are: legal-origins, press-freedom, income-levels and religious-domination. These instruments are consistent with African stock market (Asongu, 2012a) and growth (Agbor, 2015) literature. Moreover, they have been substantially documented in the economic development literature (La Porta et al., 1997; Stulz & Williamson, 2003; Beck et al., 2003) .
In the regressions, we control for voice and accountability and regulation quality in the first-stage, but not in the second-stage. The control variables from which we expect positive effects are consistent with recent African law-finance literature (Asongu, 2012b) . Selective introduction of control variables at the second-stage is in accordance with Beck et al (2003) and Asongu (2012a) . The choice of the control variables are also constrained by the degrees of freedom needed for the OIR test at the second-stage of regressions. In essence, given the number of instruments under consideration, control variables at the second-stage would either result in exact-or under-identification. Such implies that the instruments are either equal-to or less-than the number of endogenous explanatory variables respectively.
Definitions and sources of variables are presented in Appendix 1, while the summary statistics are disclosed in Appendix 2. A correlation matrix is provided in Appendix 3 whereas categorization of countries is given in Appendix 4. Two insights are worth noting from the summary statistics: (i) the variables are comparable from mean values and (ii) the substantial variations imply we can be confident that reasonable estimated linkages will emerge. The purpose of the correlation matrix is to limit potential multicollinearity issues.
Methodology
Consistent with Beck et al. (2003) and recent African development (Asongu, 2014; Asongu and Nwachukwu, 2016b) First-stage regression:
In both equations, X is a set of explanatory control variables. For Eq.
(1) and Eq. (2), v and u, respectively represent the disturbance terms. Instrumental variables include legal-origins, dominant-religion, press-freedom and income-levels. In Eq.(1), ' hannel PoliticalC ' denotes:
democracy, polity and autocracy. ' Finance' in Eq.
(2) represents stock market performance dynamics in terms of (i) stock market capitalization, (ii) stock market value traded, (iii) stock market turnover ratio and (iv) number of listed companies.
We adopt the following steps in the analysis: (i) justify the use of a 2SLS over an OLS To ensure further robustness, the following checks are performed: (1) 
Empirical Analysis
This section addresses: (i) the ability of the exogenous components of political institutions to account for differences in stock market performance, (ii) the ability of the instruments to explain variations in the endogenous components of political institutions and (iii) the possibility of the instruments to account for stock market performance beyond political institution channels. To these ends, we employ the 2SLS-IV estimations with legal-origin, pressfreedom, income-levels and religious-domination as instrumental variables.
Political regimes and instruments
In Table 1 below, we regress the political-regime indicators on the instruments and test for their joint significance. This is the first-stage (requirement) of the IV estimation technique for which the endogenous components of the independent variables must be explained by the instruments, contingent on other covariates (control variables). From the results of the Fisherstatistics, it could be established that the instruments are strong, essentially because in presence of control variables they jointly enter significantly into all regressions at the one percent significance level. Thus, 'instrumenting' political regimes with legal-origin, religiousdomination, income-levels and press-freedom qualities help explain cross-country differences in the quality of political institutions. We engage two separate regressions for each political-regime:
one with the first set of instruments and the other with the second set. Results from both sets of instruments are similar. Based on the findings, the following could be established.
(1) Consistent with the law-finance (growth) literature (La Portal et al., 1997 , 1998 Beck et al., 2003; Agbor, 2015) , English common-law countries have higher levels of democracy compared to their French civil-law counterparts.
(2) Contrary to Vaidya (2005) and Oscarsson (2008) , democratic institutions improve with press-freedoms. 
Legalorigins
English common- 
Financial markets and democracy
This section seeks to address two main issues,(i) the ability of the exogenous components of political institutions to explain stock market performance and (ii) the ability of the instruments to explain stock market performance beyond political regime channels. To make these assessments, we employ the 2SLS-IV approach.
In the second-stage regressions, we first justify our choice of the IV estimation technique with the Hausman test for endogeneity. The null hypothesis of the Hausman test is the position that the estimates from OLS are efficient and consistent. Thus, a rejection of the null hypothesis reflects the presence of endogeneity and hence justifies the choice of our estimation technique. In cases where the null hypothesis of the Hausman test is not rejected (first four columns), regressions by OLS are provided. We also examine the validity and strength of the instruments with the Sargan-OIR and Craig-Donald tests respectively. The null hypothesis of the OIR test is the position that the instruments explain stock market performance only through political regime channels. Therefore a rejection of the null hypothesis is a dismissal of the view that the instruments do not explain stock market performance beyond political regime channels. The Craig-Donald test is for the strength of the instruments at first-stage regressions. Its null hypothesis is the position that the instruments are weak. Hence its rejection confirms the strength of the instruments. While the first issue is addressed by the significance of estimated coefficients, the second issue depends on the outcome of the OIR test.
With regard to the first concern, the overwhelming significance of political-regime effects on stock market performance dynamics indicates that democracy and polity positively affect stock market development, while autocracy (but for 'listed companies') reduces it. The signs and significance of these effects are robust to the 'stock market index' regressions in the last column of Table 2 . With regards to the second issue which is addressed by the Sargan-OIR test, only the instruments pertaining to 'stock market turnover' and 'stock market index' regressions are valid, since their null hypotheses are not rejected. Hence we conclude that in addition to political regime channels, the instruments explain the 'number of listed companies' through some other channels. Moreover, the instruments do not explain 'stock market turnover' and 'stock market index' beyond political regime channels. For all regressions that passed the Hausman test (last five columns), the instruments are strong based on the Craig-Donald test since the critical values for 2SLS bias relative to OLS are 15.72 and 9.48 at five percent and ten percent significance levels respectively. Overall, our findings are inconsistent with Mulligan et al. (2004) because democracies have important effects on both the degree of competition for public office and the quality of public policies that favour stock market expansion in developing countries. 0.0308*** ---0.013*** ---0.008*** ---0.012*** ------(4.169) (3.547) (3.991) (6.722) Polity 2(Revised) ---0.034*** ---0.014*** ---0.008*** ---0.012*** ---(4.518) (3.604) (3.982) (6.702) .48 for 5% and 10% respectively. *,**,***: significance levels of 10%, 5% and 1% respectively. The democracy index is the first principal component of democracy and polity, while the stock market index is the first principal component of all stock market performance dynamics.
Concluding implications
This paper has assessed the effect of political institutions on stock market performance in 14 African countries for which stock market data is available for the period 1990-2010. The estimation technique used is a Two-Stage-Least Squares Instrumental Variable methodology.
Political regime channels of democracy, polity and autocracy are instrumented with legalorigins, religious-legacies, income-levels and press-freedom qualities to account for stock market performance dynamics of capitalization, value traded, turnover and number of listed companies.
The findings show that countries with democratic regimes enjoy higher levels of financial market development compared to their counterparts with autocratic inclinations.
Consistent with the theoretical background, democracy and good governance increase stock market development directly and indirectly by favouring inter alia: reduced transaction and agency costs, improved corporate governance and investor protection, better enforceability of contracts, improved understanding of the agency problems between shareholders and managers, and fairness in judicial administration of conflicts. It is important to balance this narrative with the possibility that autocracy can also positively affect stock market development in the area of increasing listed firms from the political connections and firm value literature.
Thus, this positive democracy-financial development nexus may partly elucidate the reasons why many African countries, especially those of Francophone Africa, have financial markets that are comparative less developed (see Asongu, 2012a) . The relative importance of democratic institutions in English common-law countries compared to their French civil-law counterparts also provides insights into possibly why some French speaking countries (e.g the Douala Stock Exchange of Cameroon) have not improved much in operational activities since they were launched. It is also interesting to note that in the post-colonial era, as of 2014, countries in Francophone Africa had accounted for much more than half of the documented political coup d'états in Africa, notably: 45 versus 22 (Koutonin, 2014) .
As a policy recommendation, the role of sound political institutions is crucial for financial development in Africa. Democracies have important effects on both the degree of competition for public office and the quality of public offices that favour stock market development on the continent. 
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